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jftbtra[ (!ommunitatlons QLommlsslon
WASHINGTON. DC 20554

In the Maner of

Interconnection Between Local Exchange
Carriers and Commer.:lal Mobile Radio Service
Providers

CC Docket No 95-185

REPLY COMMENTS OF
-\.IRTOUCH COMMUNICATIONS, INC.

AirTouch Communications, Inc l ("AirTouch") hereby submits its reply

comments regarding tht~ Commission's Notice of Proposed Rulemaking in the above-

captioned proceeding: In the Notice, the Commission examines how its interconnectlon

policies should promote the contmued development of commercial mobile radio services

("CMRS") in competitiun with local exchange carner ("LEC") services

Directly and through vanous pannerships, AirTouch is a major provider of
cellular services In addition. AirTouch is In the process of completing a merger
of its cellular intelests with those ofU S WEST NewVector Group, Inc Finally,
AirTouch is a panner In an "A" and "B" Block pes licensee, PCS PrimeCo, LP
A1rTouch Paging s one of the largest paging companies in the United States

FCC 95-505 (rei ian ] ]. 1996) ("NPRM") In an Order and Supplemental Notice
(FCC 96-61, reI f eb 16, 1996), the CommiSSion extended the reply comment date
in ~his proceeding La March 25, 1996



1. srM~t-\R'\

The C:JI111lllssion. Congress and the Adrrunistration share a visIOn of

widespread telephon\ competition v,1th Sef\1CeS prO\.1ded over a network of networks

The fair and efficient Jricing of the local exchange bottleneck is central to the realrzatlon

of this vision The Ccmmission must complete several fundamentally important tasks to

develop a set of efficient. cost-based prices for local loop, interexchange access. LEe­

CMRS interconnectlO'1. and the other services provided by local exchange networks

These tasks include ( ) developing reliable measures ofLEe costs for each service, (2)

allocating overheads and common costs among the different services that utilize local

exchange facilities, anc (3) developing and implementing a competitively neutral

universal service mechanism Until it completes all three tasks, the Commission cannot

implement fullv efficier [ pnces. It will either lack the needed information or will be

constramed bv pncmg llstortlOns that are the legacy of policies that were appropriate in

the days of a telephone monopoh but are no longer appropriate today

No one ,hould minImIze the difficulty of the tasks at hand It will take

conSIderable tIme and r'sources to complete them Regardless, however. the steps

outlmed above mUSl be~ompleted before one can deSIgn and implement a fuJly

satisfactory pollc\' In I 'Ie mtenm the ComrmsslOn must choose among admittedly

Imperfect alternatIves "Vhde all of the options are Imperfect. this does not mean that the

mtenm choice IS Irreleva nt Some Intenm options are better than others



The comments in response to the N'"PRM demonstrate that the folio'wm~

interim policy for the pricing ofLEC-CMRS interconnectIon v.ill do more to promote

efficient competition han v.ill any other available alternative

Termlllarmg Access. The CommissIOn was correct to conclude that a bill

and keep arrangement represents the best interim solution with respect to

terminating access from LEC end offices to LEC end-user subscribers and

from equivalent CI'v1RS facilities to CMRS subscribers. As discussed in

the next two paragraphs, this logic should be extended to all transmission

and sWitching within the respectlve networks

Dedicated transmiSSIOn facilllles between CMRS MTSOs and LEe

networkS. The Commission was correct to conclude that these facilities

should he subject to non-traffic sensitive, capacity charges There are,

howeve' two areas In which the Commission's tentative conclusions

should t ,e modified (I I the nature of pricing and cost sharing, and (2) the

demare<.,.tlon pomt for a LEe network With respect to the fIrst point.

dedIcated transmiSSion facilities between LEC and CMRS networks

generate benefits for subscnbers to both networks, and thus LECs and

CMRS rrovlders should share equally the long-run incremental costs of

dedicated transmISSion facilitIes Turmng to the second point, the

Commiss,lon should direct LEes and C!v1RS providers each to designate a

single pomt of interconnectIon for each defined service area (a Basic



Trading Area ("BTA"), for example) 3 These designated points would

serve as the boundaries of the respective networks 4 The LEe would be

responsible for the costs associated with transmission and switching

within its network, Just as CMRS providers would be responsible for

transmIssion and switching within their networks

Tandem sWllchmg and common transport between tandem sWllchcs and

end offIces LECs and C'tvfRS providers should be treated as co-carriers

Under !he co-carrier modeL each network is responsible for all transpon

and sWitching within its own network Tandem switching and common

transpen between tandem sWltches and end offices are elements of service

withm ,I. LEC's network, just as transpon between a CMRS provider's

differenr MTSOs. or between an MTSO and associated RF transmitter

sites. ar: within the C\1RS provider's network The switching and

transport withm each network is the responsibility of the respective co-

carrier and should be subject to bill and keep

The Commisslorl defines the mterconnectlon pOints as the CMRS providers'
MTSO and the LECs' end offices NPRM, supra note 2, at ~ 63. Efficiency is
better promoted by definmg broader boundaries, such as BTAs, so that carriers
have Incentives 10 optimize theIr networks and minimize costs over a broader
range of facilitie

As discussed below. the proposed policy would allow LECs and CMRS providers
the freedom to negotlate additIonal interconnectIOn points if doing so is in their
Joint interest
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This policy is comparatively simple to implement. 5 limns the LECs' ability

to hinder the development of CMRS competition - including competition \\llth local

loop - and generate', sound economic incentives for both LEC and CMRS provider

decisions reQardinQ Investment in interconnection facilities between. and transpon- -
facilities within. their-espectlve networks. Moreover. this policy establishes a fair and

efficient basis upon wmch the private panies can negotiate to optimize interconnection

arrangements on a case-by-case basis In contrast, continuation of the status quo - the

path favored by the U:Cs - would perpetuate current inequities and inefficiencies. and

would slow the develcpment of wireless local loop

With respect to the jurisdictional issues. the 1993 Budget Act reviSIons to

Sections 332 and 2(b) of the Act, panicularly the addition of Section 332{c)(1 )(B),

expressly gave the Cornmission exclusive authority over interstate and intrastate LEC-

C;-'1RS mterconnectlol Thislunsdlctlonal shift away from the states was left

urrdisturbed bv Congre;s In the] 996 Act Moreover. the comments demonstrate

convlncmgly that In an IncreasIngly significant percentage of circumstances. Crvrn.S and

LEC networks do not have the technical capabilitY to distinguish between interstate and

Intrastate calls ThiS 'l1severabihtv" problem provides a separate basis for the

Commission to preemp state reg.ulatlon of LEe-CMRS interconnection

For instance, thIS polley (I) avoids the need to conduct detailed cost studies of
the components of both LEC and CMRS proVider networks; (2) avoids the
difficulties of implementing complex peak-load pricing schemes; and (3) does not
give rISe to the rmsmcentives that are widely recognized to flow from regulation
that allows carners to recover their costs without regard for potential efficiency
Improvements

5



ll. STATE OF THE DEBATE

The comments in this proceeding show broad agreement on many of the

fundamental principles that should underlie Commission policy making In panicular.

there is widespread agreement that

Long- run incremental cost provides the stanmg point for efficient cost-

based oricing.

2. There may be a need to price services above long-run incremental cost in

order 10 cover common costs and/or raise subsidy revenues

3 Todav s LEC-CIv1RS interconnection charges are not cost-based In either

level 0 structure

4 The benefits of interconnection accrue to the subscribers of both wireline

and wiT eless networks

.:; There should be much greater harmonization ofLEC-CMRS

interconnection charges, interexchange access charges, enhanced service

provide mterconnectlOn charges, and local service rates than at present

6 Umversal service needs to be fundamentally reformed to target subsidies

and to attain competitIvely neutral funding and subsidy mechanisms

While there IS WIdespread agreement on the principles that should govern

the design of a ]omHern solutIon there IS considerable disagreement about what should
~ ~ ~

be the interim LEC-CMRS mterconnectlon policy pending reform oflocal service,

access, and universal se'\!lce poliCIes

a LECs generally argue that the current system is working and that policy

makers snould rely on pnvate negotiations with the vague threat of

6



government intervention sometime dO\\l1 the road if negotiatIons break

dowr The LEes argue that bill and keep suffers from a number of

shoncomings

b CMRS providers generally argue that bill and keep. coupled with

appropnate cost sharing, is a simple and fair interim measure that will

promote the efficient development of the CMRS industry in general and

wireless local loop in panicular CMRS providers argue that the current

system gives rise to serious inefficiencies and inequities

The next section of these reply comments demonstrates that the

continuation of the status quo would not be a sound course for policy Moreover, even if

the Commission chooses to rely on private negotiations in the first instance, the

Commission still must have a polIc\' for resolving disputes when the private panies reach

an Impasse There are strong publtc mterest reasons for annunciating this policy sooner

rather than later Mandating that LECs recognize CMRS providers as co-carriers would

provide a sound baSIS lor resolving pnvate disputes Indeed, by providing the panies

with cenamlV and the abilltv to predict how the Commission will resolve disputes. a

clearly-stated polIcv makes the pames less likely to get to a point requiring regulatory

mterventlon

The followmg section addresses the LECs' objections to bill and keep

Analysis demonstrates tnat manv of the LECs' objections are equally applicable to the

current regime that the\ advocate contlnumg The analysis also demonstrates that, while

a policy of complete bill and keep might give nse to cenain inefficiencies, the policy

7



proposed by AirTouch - which mandates coSt shanng for some facilities and relies on

private negotiationsmbJect to ground rules set by the Commission - would not

m. THE cOMMISSIOl'l SHOULD NOT ALLO\\' THE STATUS QUO
TO CONTINUE

A. The Current System of LEC-CMRS Interconnection is
Fundamentally Flawed

Despite LEC claims to the contrary, the current system does not work

The LECs' own economists state that the current svstem is inefficient in tenns of both

rate levels and rate structure 6 There IS wide variation 10 interconnection rate levels

among LECs and little reason to believe that these differences are cost-based' Further.

See. e.g Comments of SBC Communications, Inc .. Anachment A, Testimony of
Jerrv A Hausman at 6-7 (heremafter "Hausman SBC Testimonv"): Bell Atlantic.- -
Attachment ::;. Statement of Robert W Crandall at 8, 10 (hereinafter "Crandall
Bell AtlantiC S atement"). Pacific BelL Exhibit B, Statement ofJerry A Hausman
22-23 (here1Oa:ter "Hausman Pacific Bell Statement"); GTE, Attachment B,
Testimonv off dward C Beauvais at 26-27 (hereinafter "Beauvais Statement")

For example. If >.,,;ew York. Bell AtlantiC NYNEX Mobile pays 2.59 cents per
mmute to terminate local traffic on a LEC network. while CLECs pay onlv 098
cents per mmut: Comments of Bell AtlantIC NYNEX Mobile. Inc at 5
Comcast CelluLH IS charged SO 02:' per mmute by Bell Atlantic, a rate that "is
one thousand t'.o hundred and fifty percent ( 1250%) of the average incremental
cost of S 002 per mmute of providing the service" Comcast Corporation at 10, n
21 Cox Enterrnses notes that "The average charge for cellular interconnection is
currently 3 cent, per minute (A)pplymg the highest reponed rate for
interconnection some cellular operators are paying more than seventy-five (75)
times the avera~e cost of interconnectiOn at 16 4 cents per minute" Comments of
Cox Enterprise5 at 13-14 Century Cellunet notes that" (t)he rates LECs
currently chargE cellular earners to terminate mobile traffic are so high that
cellular camers NiI! never be able to offer local exchange service on a
competitIve basb For example. Century IS charged an average rate of$0025 per
minute for local mterconnectlon At that price. Century's interconnection costs
alone would be .l\gher than most users pay for local exchange service"
Comments of Ctnturv Cellunet at 4
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as documented in the comments. current rate structures do not reflect the underlying

pattern of costs g

LECs have argued that interconnection rates contain needed subsid~'

elements but they have not demonstrated that these subsidies are based on sound oolJC\- - . .

grounds Moreover the fact that LECs are able to extract subsidy contributions under the

current arrangements demonstrates that they are exercising market power Competitive

firms cannot demand subsidy payments from their customers

The LECs are incorrect in assening that interconnection rates do nO! affect

the competitiveness of Crv1R.S Interconnection rates will become increasingly imponant

as CrvIRS providers attempt to compete in the provision of local loop because a new low-

pnce, high-volume business model will have to be adopted 9 The relevant measure is not

the percentage of cost due to interconnection charges Interconnection charges should be

For example. Bell Atlantic N"YNEX Mobile pays the same per-minute rate for all
calls regardles~, of time of day. In contrast to CLECs, which pay the LEC rate at
discounts of u~ to 70 percent for calls made dunng off-peak calling periods
"These dispanr es have no ratlonal cost baSIS, since a LEC's costs to complete a
call receIved from BA?\:M should be no hIgher than Its costs to complete calls
receIved from ( ther carners" Comments of Bell Atlantic NYNEX Mobile, Inc
at 5-6, see also Comments of AjrTouch. Appendix A (setting forth examples of
interconnectlor terms that do not account for differences in traffic flow or
geography)

LEes have argued that the large bids for PCS show that current interconnection
arrangements at e satisfactory ThIS Inference is unwarranted on several grounds
Firs!. the LEC s prOVide no eVidence regarding bidders' expectations regarding
interconnectIOn reform Second. It may well be that the bids would have been
even higher had bIdders been confident that LECs would be limited in their
ability to exercIse market power In setting Interconnection rates. In any event, the
Issue before the C::ommlsslon IS not whether PCS providers have business cases
with positive net present values, the Issue is how to promote efficient
interconnection.JrJcing and Increased telecommunicatIons competition,
particularly in the provIsIon of local loop services.
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measured aQainst overall marQin. and mannns are QoinQ to fall dramaucalh' with the- - - - - .

introduction of several new competitors and dramatically increased digital capacity

1. Interconnection Charges Are A Growing
Proportion of CMRS Costs

Several cornmenters. such as Bell Atlantic. oppose bill and keep on the

basis of interconnection charges' relationship to total CMRS costs and retail prices Bell

Atlantic argues that C\1RS interconnection payments to LECs are sufficiently diminutive

that their elimination 'vould only reduce CMRS retail rates by "about 3%. ,. and that such

an "insignificant rate reduction would not make wireless service competitive with

landline service "10 Tins argument is flawed because it understates the significance of

interconnection charges to overall CMRS costs. and because it fails to acknowledge the

requirements of CMR:;' transition to a local loop competitor.

Cellular providers currently have a cost structure which reflects several

large components. pan [cularlv depreCIatiOn and marketing costs Due to the capital

reqUirements of systerr constructIon and switch purchases in what is still a young

mdustry. deprecIatIOn!, a sIzable expense whIch makes up as much as 30% of a

provIder's total costs neluded In thiS depreCIation cost are all network facilities.

Including mIcrowave backhaul links and other transpon facilities Depreciation costs in

fact serve as a panIal surogate for interconnection charges paid to LECs Thus, the

proponion of C!v1RS tetal costs Influenced bv noneconomIC mterconnection charges

extend beyond the per-mmute pavments

10 Comments of Bell Atlantic at II, see a/so US WEST at 16; GTE at 5
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MarketIng expenditures constitute about 40% of current cellular costs.

pnmarily as a result o' the resources dedicated to cellular subscriber acquisition As the

Commission's David Reed has pomted out. cellular subscriber acquisition costs have

been as high as $300 10 $800 per subscriber II Yet both depreciation and marketing costs

are currently falling and will continue to do so In fact. the increasing penetration of

cellular service, along with the emergence of facilities-based PCS competition. will usher

in cost structure chant!es so dramatic that an entirely new business model for wireless

service will be created Econonues of scale resulting from expanded use of the existing

network will reduce c2P1tal expenditures and corresponding depreciation expenses for

cellular incumbents Marketmg costs will fall as customer acquisition expenditures are

forced down due to new approaches to distribution

Unlessestructured. interconnection expenditures will increase as a

relative proportion of (ost On a per-minute basis. they provide the bulk of a CMRS

provider's techmcal co;ts. and capture no economies as the network expands to serve

more customers As a 'esult the ability of cellular providers to become full panicipants

In local loop service co'npetltlOn will be constramed

As the ( ommlSSlon has recognIzed in several recent proceedings, CMRS

rates are falling slgniflcmtlv and are expected to come down even further12 This decline

II David P Reed. uZJIllnf! if All TOf!e/her, The Cos/ Structure oj Personal
Commumcalu)tJ\ ,\erv/(:es. OPP Workmg Paper No 28, 51 (Nov 1992)

See In re Petl1lon ojCPUC {(J Retam Regulatory Authority over Cellular, PR
Docket No 94- i05, Report and Order, 10 FCC Red 7486, ~ 122 (1995); see also
1n re Annual Reoort and AnalySIS oj Competillve Market Condillons with Respect
10 CommercIal i'Aoblie Services. First Repon, 10 FCC Red 8844, ~ ~ 23-24 (1995)
("Annual Reporl
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in rates is evident In each of AjrTouch's markets, where a v.ide variety ofpncmg plans

reflect a range of consumer needs High volume users enjoy significant per-minute

savings through cenain plans, reflecting both their value to the company and the lower

costs per minute of serving such customers As rates continue to fall and mobile usage

mcreases, the per-mmute proponion of costs attributable to interconnection will mcrease

significantly

The following examples select the lowest per-minute charges available

from various AirTouch rate plans for cenain users today In Los Angeles, AirTouch

Cellular offers an "Af:.er Hours Value Plan" with off-peak rates of $, 15 In Sacramento,

government subscribers pay under $ l1/minute for off-peak. and others pay $, IS/minute

off-peak In San Diego, under another plan available to corporate accounts ordering 500

subscriptions, peak sevlce is $ 23/minute and off-peak is less than $, 12/minute

AirTouch Cellular Sar Diego also offers a 1000 Minute Off-Peak Promotion, which

enables callers to pay,s little as S 03 a mmute for the first 1000 minutes during off-peak

hours

These examples demonstrate that Interconnect charges of $0 03 (with no

distInction between peak. and off-peak) are far from triVial costs Nor are such rate

packages unusual Ashe Commission has noted, packages aimed at people who want to

use their cellular telephones for a substantial amount each month are proliferating 13

These packages typical v have high monthly access charges in exchange for a large

number of "free" or lov per-mInute charges As CMRS providers increase their

13 Annual Report, \1Jpra note 12, at ~ 24
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provision of wireles: local loop services. the transition to wireless usage at today' s

~;reline usage levels will lead to even more low per-minute price plans

2. LEes Have Failed To Provide Mutual
Compensation for CMRS Interconnection

As stated in the NPR.\1, the Commission requires LECs to offer C~fRS

providers interconnection not only "on reasonable terms and conditions," but "under the

principle of mutual c1.Jmpensation,,'4 Numerous LECs argue that existing

interconnection agreements are successful in ensuring that such Commission-required

mutual compensation is being provided. BellSouth, for example, states that H[T)his

system of negotIated Interconnection agreements, arrived at with an understanding of

FCC policies, has wocked well "l~ Arneritech argues that current "negotiated LEe-to-

Ci'v1RS interconnecticn arrangements

termination of traffic I~

reflect the principle of mutual compensation for

Manv JECs. however. are not providing mutual compensation, some by

their own admissIon GTE states that "[I)n past negotiations, GTE has supponed mutual

compensation. but on, \ when the compensatIOn was adequate."17 Pacific Bell

acknowledges that "['1 ]he CommIssIon currently requires Mutual Compensation for

LEC-to-CMRS inters1 ate traffic

NPRM, supra note:, at 3

the CommIssion's current access charge rules make

1S

16

I'

Comments of BellSouth at 16

Comments of Amemech at 3

Comments of(TE at 18 (emphasis added)
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its Mutual Compensation requIrement meaningless "18 Although It has not done so to

date, Pacific Bell intends to "begin negotiating with CMRS providers in April of this year

for Mutual Compensallon agreements "19 Pacific Bell's belated compliance effons

began on March 1. 19'~6 'With a letter to all cellular and ES!'v1R earners in Pacific Bell's

territory 20 Howeyer.:'yen In the March 1 letter to which Pacific Bell cites. 2
! it 15 clear

that the promised mutual compensation arrangements will not soon be forthcoming

Delays may be expected as a result of (1) changes to "existing wireless interconnection

agreements." (2) chanl.:!es to Pacific' 5 "billing and network," and (3) "possible price

h
"i")

C anges --

By suer statements and admissions, the LECs demonstrate both their

unwillingness to subscnbe to Commission directives and their attempts to delay mutual

compensation as long as possible Bill and keep is necessary to foreclose continued LEC

non-compliance and ersure that C\1RS proViders are not constrained from competing in

the local loop Relianc" on private negotiations, without a public policy framework that

forces LECs to ban!aJf toward effiCIent airreements In a timely fashion will allow the
~ ~ .'

LECs to delay meamn~' ful reform of LEC-C!'v1RS mterconnection rates. particularly for

PCS This delay will hlrm both C\1RS proViders and consumers

IH

19

20

21

Comments of PIClfic Bell at 6

See Comments )f Pacific Bell at ExhibIt A

Id

Id.

Id
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B. Even Iflt Relies on Pri\'ate !'legotiations. the
Commission Must Promulgate lUte Standards

\\:llelher or not the Commission decides to rely on private negotiations In

the first instance, it .\-; imponant to provide guidance to the private panies with respect to

what constitutes an acceptable agreement Even when calling for eX"1ensive reliance on

negotiations, two members of the Commission staff noted that

[t]he Commission's role is not eliminated through the use of
negotiations because neither negotiating party may have
any strong incentIves to protect third pany interests Thus
the Commission is left with the residual responsibility of
protectmg the public interest (including the interests of
potenual competitors)

A kev element of the Commission's role in negotiations is
its responsibility to set the framework within which
bargammg will take place where an agreement will most
likely be economlcallv efficient To best fulfill this aspect
of its Die. the CommIssion must recognize and cultivate
incentIves to bargam :3 -

The eCimomic theof\' of bargaining clearly demonstrates that "threat

POints" are critical to targammg That IS. each pany's strength in negotiating an

agreement depends In arge pan on how that pany would fare if no agreement is reached

Economic theof\' idem :fies at least two costs of failing to reach an agreement at a given

pomt One. the entire JegotiatlOn might break down Two, even if negotiations continue.

there often are costs as ,oclated WIth delav

The cur' em threat pOints glve rIse to highly unequal bargaining positions

and the exercise of LE( market power The alternatIve of perpetuating interminable

negotiations and forego 109 necessaf\ Interconnection may force CMRS providers

prematurely to agree to uneconomIC interconnection Just to ensure the carriage of

necessary traffic This accounts for the overpnced interconnection agreements that exist

today In the absence a an Interconnection agreement, the LEC can largely continue

Morns and Preece, Negouarmgfor Improved InterconnectIOn: The IncentIves to
Bargam," OPP Working Paper No 7.4 (Jan 1982)

15



with business as usual. while most c!vms providers would be forced OUI of busmess

Hence, the costs of a breakdown in negotiations are much lower to LECs than to C\iRS

providers Moreover 10 light of the fact that CMRS prO\iders are potential LEC

competitors. bargaimng breakdowns or delavs might. from the LEC perspective. be

benefits rather than CClsts

Generally. bargaining disputes are little more than arguments over the

division of economicents If that were all that were at stake here, there would be little

public interest concer, But the bargaining over LEC-C!v1RS interconnection rates is

about more than the olvision of rents For a variety of reasons. LECs have incentives to

force CMRS providers to accept inefficient arrangements that reduce the total social

benefits derived from 'elecommunications services

There .ire several reasons why the bargaining outcome is likely to be

mefficient in the future. as It has been up to the present First, the bargaining takes place

under conditions of as ,'mmetrlc mformation That IS. each pany possesses information

about Itself (e.g. imer:onnectlon costs and benefits) that the other does not This fact

Implies that aLEC car not rely on Jump-sum charges to efficiently transfer economic

rents to itself from OvlRS provIders Instead. a LEC needs to rely on metenng. whereby

pnces are set above cc st so that high-volume customers - who presumably derive

greater benefits from I ilterconnectlon - make a contribution to LEC profits While

profitable for the LEe from a publIc mterest perspective. this practice gives rise to

overly high per-mmute and dedIcated facilitv rates

Iromcall\', public policy can also create incentives to implement

inefficient pricing schemes For a vanety of sound reasons, public policy limits the

practice of price discnmmatJon Consequently, the use oflump-sum payments that

vaned across CMRS povlders might be prohibited on the grounds that it would be

discriminatory ThIS mav dnve LEes to offer the same nonlinear pricing schemes, such
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as two-pan tariffs. to all interconnectors By setting the traffic-sensitive componem of a

two-pan tariff above margin or cost. a LEC may be able extract greater rents from higher

volume CMRS providers. who presumably receive a greater value from the

interconnection While setting the traffic-sensitive charge above marginal cost may

maximize LEC profits It does not maximize social benefits Setting the traffic-sensItIve

charge above margina cost inefficiently suppresses calling volume.

Adverse effects on third parties present another reason why LEes may

bargain for inefficient mterconnection agreements By delaying interconnection or

raising its costs. LECs may be able to stifle or slow competition The gain to the LEe

from delaying competllon may exceed the loss to its potential CMRS competitors But

this does not mean tha the delay is efficient or in the public interest. To assess the public

interest, one must take lOto account the effects of delay on efficiency and consumer

welfare Consumers v. 111 be harmed by the resulting lack of competition, higher prices

and lower rates of innevation Hence, public policy makers cannot simply rely on private

negotiations to develol efficient agreements that maximize the total benefits derived

from telecommunicatlcns services

In light )f the unequal bargaining power and the incentives for LECs to

neg.otlate IneffiCient lm~rconnectlon arrangements, the public interest is best served by

havlOg a pro-competltli m (not pro-competitor) threat point defined by Commission The

co-carrier policy recommended In these reply comments provides that threat point. The

Commission should dlf~ct LECs and CMRS providers each to deSignate a smgle point of

mterconnection for eaC'1 defined servIce area These designated points would serve as

the boundaries of the respective networks Each carrier should be responsible for the

costs associated with tr1nsmlSSlon and switching within its network The Commission

should mandate bill and keep for transmission and switching within each respective

network, and the SO-SC' shanng of dedicated facilities interconnecting the two networks.
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To promote efficienc . the private panies should be allowed to negotiate am'

modifications to these baseline arrangements that they find mutually beneficial For

example. in an area With high volumes of mterconnected traffic. a LEC and CMRS

provider might want t) negotiate multiple points of interconnection. such as running

dedicated facilities bel ween multIple MTSOs and LEC end offices

IV. LEe ARGUME~TSAGAINST BILL AND KEEP ARE
MISPLACED

In support of their position, the LECs make a number of claims argumg

against implementation of bill and keep They fail to note that many of the same points

hold with equal force: mder the current regime whose continuation they advocate

Moreover, while a pol cy of complete bill and keep might give rise to inefficiencies, that

is not what .A..irTouch .. md other CMRS providers are arguing is the correct policy As

discussed below. there are some elements of interconnection for which it is efficient to

have explicit cost shaLng between wlreline and wireless co-carriers. In the remainder of

this section. we discus, several of the leading LEC claims in turn

A. LECs Overstate Claims that Bill and Keep Will Send
Price Signals that Distort Consumption and Investment
Decisions

!\nv lOt !~rconnectlOn polley generates prices that send signals which guide

consumption and lOves mem deciSIOns by end-users and service providers ConSider first

the effects on consump'.lOn The LECs claim that bill and keep will distort

consumption 24 Yet the LECs also claim that the CMRS providers charge rates

significantly above thel lIlcrememal costs and that interconnection costs are a small part

See, e.g., Comments of Bell Atlantic at 2. 6-8, Pacific Bell at iv, 58, Bell South at
21-22,27, GTE at 37
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of CMRS costs ~5 Hence. by the LECs' own 10glC. there is no danger that CMRS retail

pnces will be belov.· Cl)St. regardless of how interconnection is priced There IS a much

greater risk from over:Jricing than from underpricing The LEes' economists agree that

pricing interconnection above long-run incremental cost (as under the current regIme)

distorts consumption choices downward 26

The LITs also argue that bill and keep will distort CMRS investment In

terms of where they interconnect with LEC facilities 27 The LECs claim that CI\1RS

providers will free-ride on LEC investments by making excessive use ofLEC facilities

instead of constructin~ substitute facilities of theIr own ~8 LEC concern for investment

misincentives is both newfound and misplaced

LEC ccncern is newfound because the massive distortions inherent m the

current system of inter:onnection pricing do not seem to have concerned the LECs to

date As documented)y several commenters in this proceeding, LECs have imposed

LEe-CMRS interconnection rate structures that bear little relationship to underlving

costs c9 Just as underp ricmg servIces can distort investment incentives. so can

overpricing Moreove current prIcmg structures do not reflect the underlying pattern of

cost causation ExlStmg interconnection arrangements do not take into account

.\ec. e.g. Comments of Bell AtlantiC at 11-12. GTE at 5, 38; U S WEST at viii,
34. Pacific Bell at 63

See. e.g.. Hausman SBC Testimony. supra note 6, at 5, Crandall Bell Atlantic
Statement, supra note 6. at 7. Arnemech. Attachment B, Statement of Kenneth
Gordon at 11 (heremafter "Gordon Ameritech Statement")

See. e.g., Comments of Pacific Bell at 12-13, SBC at iv, 9-11, Bell Atlantic at 7,
BellSouth at 28

See, e.g., Comments of Pacific Bell at 12-13, SBC at 9-11

See supra notes 7-8 and accompanying text
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differences in traffic fJJWS as measured b\' volume. geographic distribution and tempora;

distribution 30

LEe concern is misplaced because LEes are attempting to apply current

pricing structures to LEC facilities which CI\1RS providers can not presenth' use to

substitute for their fadities The whole reason for LEC-Ov1RS interconnectIOn IS that

CMRS must rely on Incumbent LECs for local switching and local loop connectlons to

end users For these facilities. there are no eMRS investment incentives to diston

In theor-y, at least. the use of bill and keep for the facilities connecting a

LEC's network with the eMRS provider's network would induce a CMRS provider to

locate its point of inter connection with the LEC too far from the LEC's point of

interconnection the Cv1RS provider would not bear any of the additional costs of

interconnection It is preCisely to avoid this problem and give each party incentives to

reduce the costs of interconnectmg the two networks that AirTouch has recommended

that these dedicated fatilities be subject to 50-50 cost sharing

LECs a,so argue that bill and keep for common transpon and tandem

switching will lead to I;lefficienc\' because Ct\1RS providers will deliver traffic to a

LEC's tandem rather than ltS end offices even when the latter arrangement is more

effiCIent In terms of oV('rall costs borne bv the mterconnecting carriers In making thiS

argument. the LECs ar, Implicltl\' reJectmg the use of private negotiations, although this

is the cornerstone of th'~Ir proposed policy Linder the public policy outlined in these

replv comments, privati' panJes would be free to negotiate any interconnection

arrangements that they :hoose If a LEC believes that a CMRS provider, or even some

other carrier, can carr\' .ramc between the C\1RS network and the LEC's end offices

See generaf~v Comments of AirTouch, Appendix A (setting forth examples of
specific interconnectlon terms that do not account for differences in traffic flow or
geography)
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more efficiently than:an the LEC itself. then the LEC is free to make these alternatlH

arrangements By setting a baseline pursuant to which each co-carrier is responsible for

what happens to traffic 'within its network, the policy recommended by AirTouch gIves

each co-carrier incentIves to minimize the costs of carrying that traffic

It is imponant to note the contrast between (1) negotiations over baSIC

interconnection pricing levels and whether to interconnect at all; and(2) negotlations

over the specific facilities used to carry out interconnection The former implicates the

welfare of third pames (e.g., consumers and potential entrants), which gives rise to a

direct public interest 11 the outcome of the negotiations Negotiations over the specifics

of which facilities to L se to interconnect will affect the profits of the two panies. but are

much less likely to be of dIrect consequence for third panies Thus, in general, private

negotiations of specifi: arrangements can be expected to promote efficient outcomes,

gIven that public polic \' has firmlv established the baseline obligation to interconnect

The final potential Incentive effect of bill and keep is on LEC investment

In local network facilrles In theIr comments. LECs argue that bill and keep will

undermine their investment InCentlves 31 However, LEC investment is driven by a large

vanety of factors and r IS Implausible that these amounts would really matter The LECs

say LEC-CMRS inter:onnectlon IS too small to matter to Crvm.S, so how could it matter

ro much larger and m( re dIverSIfied LECs" While bill and keep might have non-

negligible effects on facIlities constructed soleh to provide interconnection. these

facilities would be sub:ect to exp!Jcn cost shanng - not bill and keep - under the

A.irTouch proposal

3 J
See, e.g., Comments of Pacific Bell at 12-13. 60-61, SBC at 9-1 1; BellSouth at
28; Bell AtlanLc at 7
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